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COST AND MANAGEMENT 


Survey of Office Management Problems 


By W. M. LANE, 
Lever Bros., Ltd., Toronto 


—— the summer months of 1930 a questionnaire dealing with 
the personnel problems of office management was mailed by our 
Society to many of the principal industrial, commercial and financial 
companies of Canada. This survey was undertaken to obtain up-to- 
date information on office management problems which continually 
face those who deal with the personnel of our companies. 


General Classification of Companies 


In an attempt to get a comprehensive cross-section of Canadian 
businesses, the questionnaires were sent to over 600 companies in the 
districts of Montreal, Toronto, Hamilton, Central Ontario and Winni- 
peg. Replies were received from 112 of the leading industrial and 
commercial companies, carrying on their office payrolls 4,740 em- 
ployees. The replies were divided by districts as follows: 


Companies Employees 


RM INIINEDD ooo dc cvcascecxceeueassuseen caasouseneded 41 1,993 
NSTI. Sscvoks inten ssenscssascvivscscavseveneusinee 30 1,588 
RUNNER Stas si votenkis conicvasaseenieeeees 18 653 
AGN TO ERINO ccs cciccvcesecescsensscnsgscens 17 376 
MME osc cessereiaccvusutsstsesvessensiavensee 6 130 

172 4,740 


In dealing with these replies we have divided the companies into 
two classes according to the number of office employees in each, be- 
cause, obviously, an office with only a few employees will not have the 
same problems as a larger office. The first classification includes all 
companies with office staffs numbering 25 or over; the second including 
companies with less than 25 employees on the office staff. The division 
of replies according to these classifications for the various territories 
follows: 

.25 Employees Less than 
orover 25 Employees 


III 4 cisskcissueshinsanracieosraatstnieastanenes 21 20 
NN DER NIA  ccico cis essncscuececonsensenndcastaseacctsies 13 17 
MORON ccs .csre cts ctaanadccecesmiscansnesek 6 12 
RTE TOTURITO | vcccsvessnsecccoscccesesseceoas 4 13 
PR RNE ENE a, asus ceriaavasssecssoncesestecseeibenss> 2 4 

46 66 


An analysis of the replies received to the various questions 
follows: 


Questions Dealing With Employment 
A-1. Do you use a special application form? 
Considerable time is required of the office manager in any large 


company if all applicants for work are to be given a courteous, per- 
sonal interview. Much of this time could be saved by the use of a 
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formal application blank, to be filled out by each applicant before an 
interview is granted, and this question was asked to determine how 
general is the use of such an application form in Canadian offices. The 
replies received were as follows: 


Large Small All 
Companies Companies Companies 
WSS cascosdstciscesuasacsaceeceusaczins 18 13 31 
INO ciscesskscasccsucactescitacdsececestes 27 53 80 
45 66 111 
A division of the replies by districts indicates the following: 
Large Companies Small Companies 
Yes No Yes No 
"HORONLO) :sccisesicisevecases 9 11 10 10 
Montreal: ..cccisecssese«- 6 7 2 15 
ERGIMULEON csccsicsssicenss 2 4 1 i 
Central Ontario...... 1 3 0 13 
WARNIDOS secsiscssssscsce ose 2 0 4 
18 27 13 53 


Samples of the forms in use were submitted by fifteen companies. 
Some of these are quite comprehensive in the details which the ap- 
plicant is required to furnish, while others consist of a simple card 
containing only the most necessary information. 


A-2. Do you use an Employment Record? 

By the term “Employment Record” was meant some special form 
giving a complete history of each employee’s services, with a record of 
salary changes, etc. Samples of forms were submitted by a number of 
companies and the use of such a form seems to be quite general. The 
answers to this question were: 


Large Small All 

Companies Companies Companies 
OS os scsntesiveczcdedgesaaczacee 26 24 50 
ENO) asnceccsssdessecodarcerassie 16 42 58 
42 66 108 


Questions Dealing With Attendance 


B-1. What are your office hours? 

Considerable variation in the office hours of various companies is 
shown by the replies to this question. The hours in most general use 
seem to be from 8.30 to 5.00, with the hours from 9.00 to 5.00 ranking 
second. The replies show that in some offices the hours vary from 
summer to winter and sometimes male and female help observe dif- 
ferent hours. The luncheon period varies from % hr. to 1% hrs., with 
a great many companies reporting a luncheon period of 1% hrs. 


Nearly all companies close Saturday afternoons, but the Saturday 
morning hours vary fully as much as the hours during the remaining 
week days. 
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The replies from the various companies are summarized below: 
Central 
. Toronto Montreal Hamilton Ontario Winnipeg Total 
Large Companies 








8.00 to 4.30 aid aa ‘seas 1 1 
8.00 “ 5.00 1 ~— if 
B15. ¢ 6:00 ... snes 1 1 
8.30 “ 4.45... _ 1 1 
8.30 “ 5.00 7 5 2 3 1 18 
to | leaae + i | | rere 3 1 4 
oe age: (| en 2 2 
BO * B00 cscisccinces 1 1 
ER eS | rr 1 “ae 1 
Ce | 5 3 2 10 
lege Se: | 3 3 
OT Male S| ar 1 1 
19 13 6 4 2 44 
Small Companies 
8.00 to 5. 1 es 2 = 5 
8.00 ‘ 2 = 2 
8.00 “ wos an 1 - i 
S30 * 5 2 5 6 2 20 
S.o0° “* 1 oans 1 
a0 4 5 3 1 13 
8.30 1 1 2 
S40” 1 sii 1 
9.00 “ 5 1 3 1 10 
BA DBO. Sicensssasis 4 6 aane 10 
EO leds | |e 1 1 
20 17 12 13 4 66 


B-2. Do you use time recorder or time book? 

The answers to this question were divided almost equally be- 
tween affirmative and negative, and the forms of time records seem to 
vary considerably also. In some cases time books or time sheets are 
used for the signature of employees on arrival. Other companies use 
time clocks to register the time of arrival and departure. Late slips 
are in use in a few instances and in some instances the record of 
attendance is kept in each department of the office. 


The replies to this question follow: 





Large Small All 

Companies Companies Companies 
POE ccacenissvesserertaasaes 27 27 54 
BAS cen s ssvasecsareanvescines 18 38 56 
45 65 110 


B-3. Do you penalize lateness? 

The answer to this question was “no” in most cases, and in those 
companies who replied in the affirmative there seems to be no generally 
accepted system of penalties. Penalties in use by various companies 
were described briefly as follows: 

’ 36 


~ he 


f 


SURVEY OF OFFICE MANAGEMENT PROBLEMS 


(a) Three times late per month no penalty. 

(b) First time late in one month, warning; second time a second 
warning; third time the person who is late works % hr. later 
each day for the following month. (There have been no in- 
stances of three times late since this regulation went into 
effect). 

(c) Habitual delinquents are docked % day for each lateness. 

(d) Delinquents forfeit earned holiday given each month for per- 
fect attendance. 

(e) Deduction from pay made if late more than once in month. 

(f) One company reports a 15 minute fine for the first 5 minutes 
late, 30 minutes fine for 15 minutes late, 4% day fine for % hr. 
late. 

(g) If too frequent replace employee. 

(h) Employees warned. 

(i) Verbal reprimand. 

(j) Several companies stated that lateness is not permitted; 
others say they do not tolerate it, but no explanation was 
given as to the nature of penalty. 


B-4. Do you reward punctuality? 

This question was answered in the negative in most instances. 
Those who do reward punctuality comment on their methods as 
follows: 

(a) Coupon given for one week’s perfect record; 5 coupons are 
good for % day off; coupons may be accumulated and added 
to vacation up to 3 extra days. 

(b) One day special vacation given for each month of perfect 
attendance, this vacation to be taken at convenient times 
throughout the year. 

(c) A bonus of 5% of salary for perfect attendance. 

(d) By special holidays which are not recognized by business 
generally. 

(e) Taken into account when considering advancement or award- 
ing increase in salary. 


B-5. Do you deduct from salary for temporary absences? 
q J q i 2 
The answers varied considerably to this question, with most re- 
plies being in the negative. Such comments as the following were 
received : 
(a) Generally yes, but not for one day or less if permission is 
asked. 
(b) Depends upon circumstances. 
(c) Not unless prolonged absense in the case of juniors, others 
considered on merits. 
(d) Special holidays earned through other methods are forfeited 
for temporary absences. 
(e) Deduction made when absence not justified. 
(f) Deductions made in cases of persistent offenders. 
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B-6. What are your arrangements regarding sick leave? 

This problem is common to all organizations and the number and 
rariety of answers received indicate that the question has been given 
much thought, although no general policy seems to have been devised 
as yet. The answers indicate that employees are treated generously 
by most companies when on sick leave. The more important answers 
are as follows: 

(a) A sick benefit plan is in effect under which allowances are 
made according to length of service, with a maximum allow- 
ance of 26 weeks pay at full rate. 

Group health insurance is in effect with full pay guaranteed 

for 13 weeks, the employer making up the difference between 

the insurance and the regular pay. 

Another company reports group health insurance, which is 

obligatory for all employees. The employer makes up the 

difference between the amount of the insurance and the 

salary for the first two weeks, after which employee collects 

only the amount of insurance. 

(d) Full salary for 2 months, half salary thereafter according to 
decision of President. 

(e) Full salary for 2 weeks, longer periods based on length of 
service. 


(b 


—_ 


_— 


(c 


(f) Two weeks maximum per year. 


(g) Report must be made by employee with full details and sup- 
ported by Doctor’s certificate. 
(h) Benefit plans are in effect in some plants which cover sick 


leave along with other questions of employee welfare. 

(i) Four weeks limit in one year. 

(j) Six days limit for each 6 months of service. 

(k) Many companies replied in general stating that each case is 
dealt with on its merits and that circumstances are taken into 
consideration in making allowances. 

The general trend seems to be to allow full salary for temporary 

sick leaves, if not of too frequent occurrence. 


B-7. What are your vacation rules? 


The general standard seems to be to allow 2 weeks time to o‘tice 
employees, although a few companies allow 3 weeks if taken during 
the winter months. The length of service necessary before vacations 
are granted varies with different companies, most companies grant- 
ing 2 weeks after one year’s service and one week after 6 months’ 
services. 

It is interesting to note that at least two large organizations are 
attempting to release almost the entire office staff for vacation at one 
period, retaining only a small staff to handle the necessary work such 
as banking, paying of urgent invoices and handling all rush billings, 
etc. This reduces to the minimum the confusion usually attendant 
upon vacation periods and within a few days after the return of the 
staff all accumulated work is cleared away and office routine is back 
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to normal. The department heads or assistants who remain while 
the general staff are away on vacation take their vacation one week 
after the closed-down period has elapsed. 

B-8. Do you deduct sick leave from vacation period? 


This question was answered in the negative by 104 companies. 
Some qualified their answer by such comments as the following: 


(a) Only if sickness is of considerable length, and ends practi- 
cally at the start of the vacation period. 

(b) Not unless standard sick leave is exceeded. 

(c) Not unless of full 2 weeks duration. 

(d) Based on length of service. 


B-9. Do you pay for overtime of office staff? 

This question was answered in the affirmative by two companies 
and in the negative by 79, but 30 companies stated that a supper 
allowance is made to employees engaged in overtime work. 

Questions Dealing with Salaries 
C-1. Do you pay office salaries by cash or cheque? 
There seems to be a growing tendency to pay office salaries by 


cheque. The replies to this question were divided as follows: 





Large Small All 

Companies Companies Companies 
SNe hc Pi ot Pconrezeviece 20 40 60 
Cheque . 18 21 39 
GE = sssies cas savctectvens 4 5 9 
Deposit Salaries .... 4 aces 4 
46 66 15 P 


C-2. Do you pay factory salaries by cash or cheque? 
Payment by cash is still most popular with Canadian companies. 


The replies were divided as follows: 





BSD do cdszescdvereaiceccats 26 50 76 
GREGUC  ccccccisevssiescases 18 13 31 
44 63 107 


C-3. Give minimum and maximum salary rates. 


The replies to this question indicate that there is great variation 
in salary rates in effect in different districts, and there seems to be 
no fixed standards for the same class of work in different companies. 
It is impossible to list here all the replies, but we indicate below the 
minimum and maximum salaries in effect in the three larger districts. 
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Montreal Toronto Hamilton &C.O. 
Large Companies Min. Max. Min. Max. Min. Max. 
ORCC TROVE: sccceossssicesssss 5-10 9-14 6-10 10-15 8-10 10-12 
Jr. Clerks (Male) .... 12-20 15-30 12-18 15-22 12-18 18-20 
Jr. Clerks (Female).. 10-15 15-20 12-17 14-20 15-16 15-16 
CE ANINID  ccncccasosacsavceecones 12-20 14-20 12-18 14-22 12-18 14-18 
Jr. Stenographers...... 10-20 14-20 14-18 15-20 15-18 15-18 
Sr. Stenographers...... 20-30 25-35 20-25 24-30 18-28 18-35 
Clerks (Male) ........... 20-25 25-30 15-25 20-35 14-30 30-40 
Clerks (Female)........ 20-25 25-30 17-25 24-30 18- 18-22 
Comptometer Oper.... 15-17 20-25 16-23 22-26 15-18 18-25 
Switchboard Oper....... 15-22 17-25 14-25 18-27 12-22 18-22 
Filing Clerk ...ccccss0cess 10-18 10-22 12-20 15-22 12-18 18-20 
Sr. Bookkeepers........... 25-50 35-75 22-52 37-60 25-40 25-50 


Small Companies 

ORCS TBGVE cvisessssscescsese 6-10 7-12 7-12 9-15 6-10 8-12 
Jr. Clerks (Male)...... 15-28 20-28 10-18 15-20 8-15 10-18 
Jr. Clerks (Female)... 10-15 15-20 10-15 14-18 10-15 12-18 


SMIBUS is cecssstvsscicscvessesse 10-20 12-20 12-17 15-20 10-16 12-20 
Jr. Stenographers....... 10-15 15-18 12-18 15-20 11-15 16-20 
Sr. Stenographers...... 15-25 20-27 18-25 18-25 16-22 19-32 
Clerks (Male) ........... 20-25 25-35 14-28 17-35 18-26 25-40 
Clerks (Female)........ 17-20 20-30 15-25 18-30 13-18 18-24 
Comptometer Oper..... 16-18 18-20 18-25 20-25 18-20 22- 

Switchboard Oper...... 13-20 14-20 12-20 12-24 12-22 12-24 
PUNE Clerk ...00-.0c00000 10-15 14-18 12-20 12-20 10-14 12-20 
Sr. Bookkeepers.......... 20-35 20-50 20-50 25-60 30-50 30-52 


Miscellaneous Questions 
D-1. Do you hold staff meetings for instruction in costs, accounting, 
etc.? 

Very few companies answered this question in the affirmative, 
although many of the replies indicated that efforts are made to give 
definite instruction to staff members. We received such comments as 
the following: : 

(a) General meetings held periodically to cover general instruc- 

tions. 

(b) Individual instruction by heads of departments and senior 

clerks. 

(c) Monthly meetings to review progress. Every encouragement 

given to increase knowledge but no regular instruction. 

(d) Occasional sub-department meetings to discuss changes and 

suggestions. 

(e) One firm encourages night school by paying half the cost. 

(f) Should occasion arise a meeting of an entire department is 

called to discuss changes and to receive necessary instruc- 
tions. 

(g) Individual instruction only. 
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D-2. Do you use a manual of instructions covering all routine ac- 
tivities of your cost and accounting departments? 

This was answered in the affirmative by 30 companies and in the 
negative by 70. The comments accompanying some of the affirmative 
answers indicate that these manuals in many instances consist only 
of instruction sheets to cover specific points. 


D-3. Do you operate a Benefit Society or any other system of organ- 
ized welfare work for your office staff? 

The replies to this question indicate that various plans to cover 
pensions, group insurance, retirement allowances, employee profit- 
sharing plans, etc., are in use. It is impossible to give the detail of 
these plans at this time, but the replies indicate that schemes of this 
nature are in operation in many of our companies and have been 
carefully worked out to increase the feeling of satisfaction and 
security of employees in their work. 

D-4. Do you allow use of telephone for personal calls? 

Nearly all companies answered this question in the affirmative, 
although many qualified their answer by such comments as the fol- 
lowing: 

(a) During noon hour only. 

(b) Between specified hours. 

(c) By special permission only. 

(d) In cases of emergency only. 

(e) On incoming calls only—outgoing calls allowed only during 

the first half hour of mornings and afternoons. 


D-5. Do you operate cafeteria for office staff? 

This was answered in the affirmative by 21 companies and in the 
negative by 86. The companies who operate cafeterias report in some 
instances that tea, coffee, sugar and cream are supplied free to em- 
ployees bringing their own lunch. In other instances a dining-room 
is furnished with gas range and a few cooking utensils for the use of 
employees in preparing their lunches. 





Passer-by: “Here, young man, you shouldn’t hit that boy when 
he’s down.” 
Urchin: “Gwan! What d’yer think I got ’im down fer?” 


Mother: “Tommy, you didn’t wash your face this morning.” 
Tommy: “No, mother, I heard you say we were going to have 
grapefruit for breakfast.” 


Daughter: “I bet, Dad, you never saw dancing like this back in 
your days.” 

Dad: “Yes I did—once; but the place was raided before ten 
o’clock.” 


Little John: “Say, Ma, was Santa Claus re-elected this year?” 


The modern girl may have her faults, but at least she’s not 
afraid to show them. 
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Welfare of Personnel in Industry 


By R. W. DOERING, 
Frost Steel and Wire Co., Ltd., Hamilton. 


(Before Hamilton Chapter, November 5, 1930.) 


HE “human factor” in industry has been a study for centuries. 

Around three hundred years ago a real, paternal interest was 
taken by the employers of that day in their employees. By the year 
1800, however, we find a direct swing to the opposite—the employer 
manifestly more interested in self-aggrandizement than in his em- 
ployees. Around 1819 Britain passed a law prohibiting the employ- 
ment of children under nine years of age, and children working in 
cotton mills from 9 p.m. to 6 a.m. 

I have personal knowledge of a man who formerly worked in our 
plant, who started to work in the Welsh mines at eight years of age— 
and he told me that it was not an uncommon thing for children of 
seven or eight years of age to be employed at such work. From this 
the change has come about gradually to the conditions we see to-day, 
although we still have in many parts of the world great room for 
improvement. 

A discussion of this subject finds a problem between employer 
and employee, and, like all other great social problems, has answers 
as various as those who wish to solve them. 

The whole question seems to resolve itself to this—What does the 
employer owe to the employee ?—and, again—What does the employee 
owe to the employer? 


A Two-Sided Question 

The question is by no means one-sided, for without doubt, each 
has an obligation. From experience, I am sure many employees could 
not be satisfied, no matter what was done for them, and, again, many 
employers treat their men as so many cattle, with no regard to their 
welfare. ‘ 

My belief is that the employer who fails in the personal interest 
in his men, either by personal touch or through a Welfare Depart- 
ment, is losing a real chance for business advancement, and from the 
nature of this organization we will consider this matter from a cold 
business basis, and not from the standpoint of “Am I my brother’s 
keeper.” 

Men are human. They have minds, nerves, tempers, wills, muscles, 
digestive organs, desires, tastes, etc. These humans are engaged to 
labor so many hours per day, at so much per hour. What do we de- 
mand? All muscle, no brain? If so, we are doomed to failure. We 
want one hundred per cent of his time and thought during working 
hours. Are we content that he spend the rest of his time as he wills? 
No! For if he is indiscreet, the employer suffers immediately. The 
employee, of course, suffers, also; possibly physically, and possibly 
through his pay-check, but, remember, the employer always suffers 
through inefficieney—in one way only, and that is, less profits. 
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“Welfare” is a self-explanatory word, meaning “happiness, pros- 
perous’”—and in relating this to the employee we must consider the 
welfare of personnel in industry as really the happiness and prosperity 
of the employee. ‘ 

How can this be brought about? It has been proven without doubt 
that a large percentage of this world’s ills are brought about through 
worry, of one kind and another, and if the minds of our men can be 
kept in the proper condition, through various means, we have accom- 
plished something that will bring about greatly increased efficiency 
throughout industry. 

Improvements May Pay 

Can you imagine anything more monotonous than, day after day, 
week after week, year in and year out, doing the same kind of work 
under the same surroundings, and possibly poor working conditions, 
at that? Can good work possibly come from men who are no more 
than cogs in a machine? 

Surround this man with light, cleanliness, the right kind of super- 
vision, and then let him look forward to a holiday with pay during the 
year, and let him feel that he will not be left without assistance if 
sick or injured. Let him know that even in case of his death his 
family will be paid a substantial sum, and that man will take more 
than a passing interest in his job. 

Many industries are now giving their men holidays with pay, after 
they have been with them a certain number of years. In our plant 
fifteen years’ service is set as the minimum before holidays are 
granted. They then have one week with pay. After a service of 
twenty years, they are granted two weeks. Over forty employees are 
now benefitting from this plan. 

This must be, of course, continuous service. All the men with us 
who served Overseas were taken back as they returned, and their 
service, of course, was counted as continuous. 

There is a surprising interest taken by these employees in look- 
ing forward to this period when they can take a week away from the 
plant, be absolutely free, and yet have their wages paid to them, and 
the sum paid under this condition, in dollars and cents, can by no 
means be considered as lost money. 

Over a number of years we had it forcibly brought to our atten- 
tion that when an employee was taken ill, or met with accident which 
was not covered by the Workmen’s Compensation Act, it was only a 
case of a few days until the distress signal was given and aid was 
asked, either from the Company direct, or by a subscription list passed. 


Mutual Benefit Society 

About two years ago we devised a scheme, partly based on other 
benefit plans, whereby a Mutual Benefit Society was organized in our 
plant, and it was submitted to the workmen for their approval. The 
idea was that this employees’ Mutual Benefit Society should be an in- 
corporated body, and have its own separate books and banking account, 
the object of the Society being to provide benefits to its members in 
case of sickness, or such accidents as were not covered by the Work- 
men’s Compensation Act of Ontario. 
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It is managed and controlled by a Board of Contro!, consisting 
of six members, three elected by the employees and three by the Board 
of Directors of Frost Steel and Wire Company, Limited. The em- 
ployee’s representation is elected in December of each year. The 
Board has a chairman, vice-chairman, and secretary-treasurer, elected 
from their own members. 

The duty of this Board is to receive, pay out, and invest any funds, 
discuss and decide on all special cases referred to them, and their 
decision is final. There is a yearly audit of all records by a special 
Auditing Committee of two, one selected by the employees at their 
December election, the other, the secretary-treasurer of Frost Steel 
and Wire Company, Limited. 

The membership includes all employees on the factory pay-roll of 
the Frost Steel and Wire Company, Limited. I might say we make 
this compulsory. Only two or three employees voted against the 
measure when it was adopted, and we explained to them that if they 
did not wish to come under the provision we would prefer that they 
drop out of the organization, our feeling being this—that if anyone 
was not willing to have 25c deducted from his pay every other week 
we did not feel he was the type of man we wanted to employ, and we 
have maintained this same attitude toward new employees who are 
taken on. This is explained to them, and if they do not wish to submit 
to the deduction they are at liberty to pass up the job. 


In the case of employees leaving the Company, or being dismissed, 
they have no claim on the fund for refund. Arrangements are made 
for a temporary absence, or lay-off, but in no case must this arrange- 
ment continue for more than six months. 


Our Company has agreed to pay in to the fund monthly, one-half 
of the actual amount paid out during that month. For instance: if 
there has been two hundred dollars paid out in benefits, the Frost 
Company would hand a cheque to the treasurer of the Benefit Fund 
for one hundred dollars. 

The benefits are: Twelve dollars per week, paid in cash each 
Friday. In no case will the benefits be paid for more than thirteen 
consecutive weeks in one calendar year, nor shall the benefits start 
until five days after injury or sickness have elapsed. Benefit is not 
paid on this five-day period unless the illness lasts over two weeks, in 
which case one extra day is added per week, making a total of $13.71 
until these five days have been paid up, providing, of course, the ill- 
ness lasts for that length of time. 

The member is entitled to hospital expenses for bed in a semi- 
private ward for a period not to exceed four weeks in any one calendar 
year, and in case of operations, the Society pays the operating room 
rental, but it does not include X-Ray, drugs, and any other special 
items. Members, of course, do not pay any dues while they are re- 
ceiving benefits from the fund. 

Originally the By-Laws provided that should the fund reach a 
total of two thousand dollars, then, at the option of the Board, pay- 
ments could be reduced or withdrawn, but if at any time funds were 
reduced below fifteen hundred dollars, the usual payments would be 
resumed. In a change in the By-Laws this past summer on account 
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of our reaching the two thousand dollar mark, the employees agreed, 
almost to a man, that they would prefer that the deduction continue 
and that the mark be put to three thousand dollars. I might say that 
the Benefit Fund now has two thousand dollars invested in securities, 
Governments bonds, ete., paying an average of 5%, and three or four 
hundred dollars in cash in drawing account. 

We were told when we organized this Society that we would not 
be able to carry on, on that basis. The success, I must say, has gone 
beyond what I had personally expected, as I thought we would do very 
well if we accumulated the two thousand dollar amount over the first 
five years. 

In checking with the insurance company, we find that one com- 
pany at least, to protect against illness, charged a premium of twenty 
cents per week for a ten dollar coverage, and three days must elapse 
before the benefit starts. This also has a maximum of thirteen weeks, 
and does not carry any additional benefits, in the way of hospital 
benefits, etc. 

Not once since this plan has been in effect has it been necessary 
to advance money to an employee to look after himself or family in 
sickness, nor have there been any subscription lists passed among the 
employees—and they are very loud in their praise of its working. 


Life Insurance 

Over and above this health and accident insurance, we have 
arranged with a life insurance company to cover every employee who 
has been with us nine months or more, and in our small plant a total 
sum of nearly a quarter of a million dollars is the aggregate of the 
insurance policies given to these employees. 

The original policy was for five hundred dollars, advancing one 
hundred dollars to a maximum of one thousand at the end of five years. 
This money is usually available, in case of death, within two to three 
days, and in most every case comes at a most acceptable time. 


Old Age Pension 

Old age pension is just another welfare measure, and although 
we have not as yet inaugurated such a plan, I feel, personally, is 
something every industry should provide. You can well remember, 
only a few years ago, the care and interest that was taken in animals 
who had served their masters well over a number of years. A human 
interest was shown—and the same thing is desirable in industry. 

I am a firm believer that part of the fund should be contributed 
by the workman himself. His appreciation will be greater if he has 
assisted in making the fund grow. It encourages thrift, and nothing 
so strengthens the average man when he is over fifty as to know that 
he will be looked after and cared for when he gets too old to work— 
for we know that statistics show that out of every one hundred men, 
at the age of 65, only five are financially independent, a number have 
died, five only are still working—and the rest are dependent on some- 
one else. 

Gentlemen, I sincerely recommend to you, as Industrial Engineers 
and cost accountants, that you give some consideration to the welfare 
of the employees in your various industries. 
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Cost Accounting 


By STANLEY M. MILNE, 
Rankin, Saul & Thornton, Winnipeg 


THESIS on cost accounting must of necessity be limited so far 

as technicalities are concerned in order that the more important 
matters of application, distribution, and construction of the cost ac- 
counts may not be obscured. 

I do not mean that the time should be taken up in outlining the 
details of bookkeeping or the forms of books and records used to record 
the data concerning the transactions, as these vary in their applica- 
tion to individual businesses. The subject might better be confined 
in epitomizing the methods of costing, and discussing the elements of 
cost, as to how they are ascertained, applied and distributed, to enable 
a reconciliation or tie-in with the financial accounts on an accurate 
basis. 

To exemplify my point, I have prepared the following outline on 
which I will base my discussion, and which, I think, will cover the 
more important fundamental principles pertaining to cost accounting 
systems. 


Kinds of Business Trading 
Manufacturing 


Methods of Costing Production Order 
Process 


Elements of Cost Raw Material 
Labor 
Manufacturing 
Expense 
Raw Materials Nature of 


Factory Supplies 


Labor: Application of Order No. Estimate 
(Non-productive) Labor Costs Svecific Order 
(Productive) Piece Work 


Average Hour 
List Percentage 
Machine Hour Rate 


Manufacturing Method of Labor Percentage 
Expense Distributing Man Hour 
List Percentage 
Sold Hour 
Machine Hour Rate 


To say “kinds of business,” in applying costing systems, seems 
rather a broad statement to make, as we know it is impossible to 
regulate or set down any specific system or systems of costing which 
would govern any one kind of business, as no two plants are alike, 
not even in the same line of endeavor. You cannot adopt a plant to 
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a theoretical system, but must adjust the system to be employed so 
that it will coalesce with the practical conditions which actually exist. 
It might have been better to say, “the methods of ascertaining the 
cost of goods sold,” as this is the only distinguishing factor between 
the two classes into which business are divided. They may be de- 
fined as follows: 
Trading Business 

A trading business embraces undertakings where only the fin- 
ished, marketable commodity is bought and sold. The cost of the 
merchandise sold consists of the invoice price, plus other necessary 
expenses in preparing the goods for sale, such as freight, drayage, 
warehouse expenses, labels, cartons or other forms of containers, if 
required, before goods can be sold. 


Manufacturing Business 

A manufacturing business is one which buys raw material, semi- 
raw material, parts, factory supplies, etc., and by means of a pro- 
perly equipped factory and skilled and unskilled labor, converts these 
into the finished marketable product, which it sells. It is not necessary 
that the form of the materials be changed, as any business where 
sufficient labor is required to increase materially the cost of the pro- 
duct may be considered a manufacturing business. 

There are two general methods for ascertaining the cost of goods 
manufactured, namely: 


Production Order Method 
With this method an account, designated by a number and con- 
taining the requisites of the order, is kept in the job cost ledger, for 
each contract, and is charged with all materials requisitioned from 
the stock room, productive labor, and expenses required to complete it. 


Process Method 

This is used only where the production order method is not prac- 
tical, usually because the nature of the article manufactured is such 
that a special account cannot be kept with each job or contract in the 
course of manufacture. Articles such as soap, paper, ink, canned 
goods, paint, etc., would come under this caption. It is essential, 
therefore, in the manufacture of commodities of this nature that a 
record be kept of all the materials and labor costs in connection with 
the various processes through which the raw materials must pass to 
produce the finished article. The total cost of the materials and 
labor, plus the proportionate part of the manufacturing expense, dis- 
tributed according to the method in use, gives us the bulk cost of the 
article, which, if divided by the number of units obtained, will give 
us the cost per unit, pound, gallon, bushel, cord, etc., according to the 
commodity manufactured. 


Elements of Cost 
The three elements of cost which constitute the prime or factory 
cost of an article are raw materials, labor, and manufacturing ex- 
penses. As this is a very important section of the accounts it is ad- 
visable, if not necessary, to submit a more or less detailed analysis 
in order to emphasize the predominating factors of each element. 
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Raw Materials 


In dealing with this element, I will divide it into two sections, 
first under its own heading of raw materials. Raw materials, here, 
mean all materials which will eventually become a part of the finished 
product, and may consist of articles which must be completely changed 
in form in order to be used, or which require only a partial change, 
or articles which require no change.at all. Raw materials usually 
emanate by requisition from the stock room where a systematic, per- 
petual inventory is kept. The variations in the forms of raw ma- 
terials used in the manufacture of an article are clearly set out in the 
following example. In the manufacture of automobiles, it is necessary 
to change entirely the form of the lumber to be used; the castings 
for the different parts, if purchased in the rough form, will require 
machine work; while accessories, tires, lamps, etc., may be purchased 
ready for installation. 


Factory supplies is the second section of raw materials, and con- 
sists of such items as waste, belting, oil, small tools, and all necessary 
expenditures of a similar nature used in connection with the opera- 
tion of the factory but which are not directly chargeable to jobs in 
process. These constitute a part of the manufacturing expense, and 
may be distributed accordingly. 


Labor 


Labor may be defined as the services of skilled and unskilled 
workmen in connection with the factory and manufacturing depart- 
ments. As there are various ways and means in use for paying work- 
men, each with its characteristic advantage which makes it particu- 
larly suited to the business where it has been adapted, and imprac- 
ticable for others, it is well-nigh impossible to make a synopsis of 
each, and for this reason I am taking for discussion the three methods 
which I think are the most general, and therefore of the most im- 
portance, namely: 


Day or Hour Rate 


This is the simplest and one of the most common methods in use, 
and has proven very satisfactory under ordinary conditions. It con- 
sists of paying each workman a specified sum or wage per day or 
hour for his services in accordance with the class of service to be per- 
formed. To obtain the best results the rate should be based on and 
fixed by the skill of the employee and his ability to do the work re- 
quired of him. Unless this method of determining the rate is used, 
it may prove a detriment to the business on account of the lack of 
incentive to make a workman do his best or to produce to his full 
capacity. 

Piece Rate 


With this method each workman is paid on the basis of the exact 
amount of work he does, that is, he is paid a specified rate per piece 
or per hundred pieces, in accordance with the article manufactured, 
thus giving him an opportunity to earn the very highest wage of 
which he is capable, according to his efforts and ability. A bonus or 
premium is sometimes offered for a greater amount of work done 
than the average. Under this plan each employee is to receive the 
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specified rate if the predetermined basis of work to be done is accom- 
plished; a higher rate, sometimes called a premium or bonus, if more 
than the specified basis is completed; and is to be penalized if less 
than the standard is done. It is readily seen that the success of this 
plan would depend on the rate per unit which may constitute one 
article, or one hundred articles, and should only be put into practice 
where circumstances are such that it is feasible, in order to obtain 
accurate and satisfactory results. This application of premiums or 
bonuses should not be confused with the Premium Plan, which is 
based on the time instead of the product. The premium is paid for 
the time saved on the fixed standard. 


Profit-Sharing Plan 

Along with the profit-sharing plan is bound the Stock Distribut- 
ing plan, both designated to give a part of the profits of the business 
to the employee in addition to the other remunerations which he re- 
ceives for his work. This plan is not in general use as yet, but has 
proved very satisfactory in some businesses; the incentive being to 
create an interest in the welfare of the business amongst the em- 
ployees, and tends to stop any unnecessary expenditures or loss re- 
sultant through waste of time and destruction of equipment on ac- 
count of lack of care. 

With reference to the method of distribution, labor is divided into 
two classes, non-productive and productive. 


Non-Productive Labor 
Non-productive labor refers to the work of persons in the produc- 
tion department whose services are of a general nature, such as 
salaries for superintendent, foreman, cost clerk and wages for those 
engaged in cleaning machines, trucking, etc., and for this reason can- 
not be charged to any particular job or process. 


Productive Labor 

This is sometimes called direct or chargeable labor to distinguish 
it from non-productive, indirect or non-chargeable labor, and refers 
to that portion of the labor which may be charged direct to some par- 
ticular job or process. 

This division of labor does not necessarily mean that the services 
of each employee will be productive or non-productive, as both classes 
of work may be performed by a workman on the same day. Thus, a 
machinist in completing a certain job is required to operate his ma- 
chine for a certain number of hours, after which he must clean his 
machine so as to place it in normal condition. The time given to the 
job is called direct or chargeable labor, and is charged to the contract, 
while the time spent on cleaning the machine is indirect or non- 
chargeable labor. 

There are two important factors in connection with and relative 
to productive labor which should not be overlooked, but given full con- 
sideration, namely: 


The Method of Keeping Time 


As this is one of the most important factors in the labor element 
of cost, too great an emphasis cannot be placed on the importance of 
accurate time reports for the simple reason that time incorrectly re- 
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ported results in an erroneous charge being made to contracts. This 
charge may constitute additional or less time than actually consumed. 
On account of the extensive variation in methods, both as to form and 
use, I will only outline one use as follows. Each workman must 
register “in” on the time clock when he arrives at the factory in the 
morning and afternoon, and “out”? when he leaves at noon and in the 
evening. He must also register on his daily time ticket the time he 
commences on a contract, which is designated by a number, and the 
time he finishes; likewise the amount of the unproductive time. The 
total time for the day reported on his daily time ticket should agree 
with the total time registered by the office clock. 


Application of Labor Costs 

The next important feature in productive labor is the applica- 
tion, of which there are six general methods or plans, as follows: 

1. Order Number Estimate. This is one of the older methods of 
applying labor costs, and is not one t» be recommended for use in 
modern costing practice. Under this plan the labor cost of a contract 
is based on the average labor cost of other jobs or processes of a 
similar nature, obtained by periodical tests. That is to say, no record 
is maintained of the amount of labor expended on each job or pro- 
cess, resulting, therefore, in unreliable as well as an unsystematic 
basis for computing or estimating the labor cost as applied to any 
specific order or contract. 

2. Specific Order Number Charge. Under this plan the labor ex- 
pended (the number of hours multiplied by the rate per hour) on each 
specified job or process is charged direct to it at the time the work is 
performed. This method has proven very satisfactory and efficient in 
factories where it is applicable, because it gives definite and accurate 
results. 

3. Piece Work. This method of applying labor costs is similar to 
the Specific Order Number Charge method except that each job or 
process is charged with the work done on it at the piece rate. 

4. Average Hour Plan. As one could readily conceive from the 
heading, this is a method of averages; that is, the cost of labor and 
expense is charged to each specific job or process at the proportionate 
cost per hour of labor and expense. ‘Under certain conditions this 
plan may give accurate results, but it is not recommended unless the 
conditions of the factory are such that the actual labor and expense 
cost cannot be obtained. 

5. List Percentage Plan. This method of applying labor costs is 
applicable to mass production, for example, such commodities as soap, 
mixed paints, wire nails, etc. A scrutiny of mass production would 
show the impracticability of definitely determining the labor cost in 
the production of each article as it passes through the various series 
of operations in the course of its manufacture. 

6. Machine Hour Plan. Under this method the application of 
labor cost is merged with the expense of maintaining and operating 
the machine, and each job or process is charged with the combined 
expense in accordance with the number of hours the machine is used 
on that particular product. The cost is comprised of the wages of 
the operator and the expense of operating the machine, ascertained 
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by taking into consideration the floor space, power depreciation of 
the machine, etc. This has proven very satisfactory where it is pos- 
sible to ascertain the operating cost of each machine, but if such costs 
are undeterminable, the basis on which the charges are made will not 
be accurate. 
Manufacturing Expense 

This is the third element of factory cost, and although one of the 
most important items, it is of such an elusive nature and so difficult to 
accurately determine, that it is the cause of many complicated calcu- 
lations in costing. It consists of all charges relevant to, but which 
cannot be debited direct to a job or process in the course of produc- 
tion, and includes such items as factory supplies, depreciation on 
machinery and equipment, insurance, taxes, repairs, power, heat, light, 
non-productive labor, maintenance of plant, and many other items too 
numerous to mention. It is essential that a proper analysis of the dis- 
tribution of such production costs be maintained in order to establish 
a uniform basis of apportionment. If the factory is divided into 
factors or departments, it is advisable to keep an account for the 
manufacturing expense of each factor or department, in order that 
each job or process may be charged with the proportionate part of the 
manufacturing expense of the factors or departments through which 
it passes. Thus, if a factory of four distinct departments is operated 
on the above basis, a job or process which passes through only three 
of the departments in the course of production would not be saddled 
with the manufacturing costs of the fourth department. 


Methods of Distributing Manufacturing Expense 

There are various methods in use for the distribution of manu- 
facturing expenses, depending on the nature of the business and the 
kind of work done, some of which are as follows: 

Labor Percentage Rate.—Under this plan the manufacturing ex- 
pense is distributed on a percentage basis of the cost of direct labor. 
The assumption is, therefore, that the cost of the commodity varies 
directly and inversely in proportion to the cost of direct labor, that is, 
the greater the amount of direct labor, the greater will be the amount 
of manufacturing expense apportioned to that particular operation. 
In order to ascertain the rate per cent. of the manufacturing ex- 
pense chargeable to any one job or process, divide the total manu- 
facturing expense for a fiscal year, or for a month, if so desired, by 
the total cost of productive labor for a similar period. This method 
of distributing expenses has not proven very satisfactory under or- 
dinary conditions because productive labor has no bearing on or 
connection with manufacturing expense so as to greatly influence its 
increase or decrease, and one can readily see that unless the wages 
were approximately the same, department costs the same, and each 
job or process were to pass through all the departments, then the 
results so obtained would be of very little value in establishing an 
accurate basis of apportionment. 

Man Hour Method.—The man hour method differs from the labor 
percentage rate plan in that the total number of direct or productive 
hours is used instead of the total cost of direct labor. This hour rate 
is ascertained by dividing the total amount of manufacturing expense 
by the total of direct productive labor for a specific period. This 


51 








COST AND MANAGEMENT 


method of distribution is an improvement on the previous plan in 
that it will apply to concerns where there is a varied range in the 
rates paid for the different forms of productive labor applicable to a 
department. When this method is used it is advisable, if not ab- 
solutely essential, to keep in separate accounts the direct labor and 
manufacturing expenses of each department in order to obtain a pre- 
cise rate for allocation. 

List Percentage.—As pointed out under the distribution of direct 
labor costs, this plan is applicable to and used only where the process 
method of costing is maintained and differs from the labor percentage 
rate in that the rate per centum is not based on the cost of labor or 
materials but on the selling price or an assumed amount obtained 
from actual tests and not from “experience.” These tests are made 
periodically, the length of the period being governed by the stability 
or instability of conditions in the market. 

Sold Hour.—In this method each job or contract is charged with 
the actual cost per hour according to the payroll, plus the cost per 
hour for manufacturing expense. In other words, divide the total 
number of productive hours in the department for a given cost period 
by the total payroll of the department; this gives the payroll cost of 
its productive or chargeable hours. Add the proper portion of ex- 
pense burden to this payroll cost and the result is the sold hour, i.e., 
the entire average production cost of an hour applied to a specific 
order in a given department. To ascertain the manufacturing ex- 
pense burden, it is necessary to take into consideration the direct 
charges relating to all of the departments, including heat, rent, light, 
power, taxes, insurance, etc. The total of these divided by the total 
number of direct hours for the same cost period is the rate for dis- 
tributing the manufacturing expense. If the cost of manufacturing 
expense is readily and accurately obtainable and not based on past 
experience but actual figures and distributed in accordance with the 
method outlined, this plan will prove very satisfactory, but only under 
these conditions. This, of course, necessitates the maintenance of an 
accurate and precise record of all expenses for each factor or depart- 
ment; otherwise the result is unsatisfactory. 


Machine Hour Rate.—It may be said that this is one of the most, 
if not the most, scientific and up-to-date method of distributing the 
manufacturing expenses; being allocated through the machine. That 
is, each job is charged with the hour rate cost of operating the ma- 
chine or group of machines in accordance with the time consumed 
in the process of manufacture of the commodity. The cost of operat- 
ing the machine or machines includes repairs, depreciation, rent 
(based on the floor space occupied by the machine), power (based on 
power required to operate machine), insurance, wages of the operator, 
interest on investment and other incidental expense relative to such 
costs. In connection with the application of interest on investment as 
a manufacturing cost, it is, in my opinion, a question that must be 
decided by the conditions under which the business is being conducted 
and by the management, however, as there seems to be a varied 
opinion amongst accountants as to whether or not this item would 
constitute a manufacturing cost, the application depends entirely on 
the conception conveyed, or the custom prevailing in the line of busi- 
ness represented. 
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It is not feasible to ascertain the exact amount of manufacturing 
expense that has occurred during the time a job, order or contract is in 
process of manufacture, hence it is necessary to estimate the amount. 
There are two methods of making this estimate, one based on past 
experience and the other on the manufacturing expense for the pre- 
ceding cost periods. 


Past Experience.—In this method an estimate is made of the ex- 
penses that will occur in the succeeding period based on past experi- 
ence. The rate so obtained will not be accurate because although such 
fixed charges as rent, superintendent and foreman’s salaries, heat, 
light, taxes, depreciation of machinery, etc., can be correctly computed, 
expenditures for power, repairs, department expenses, etc., cannot be 
accurately calculated as they depend upon the work done and the con- 
dition of the machines. This method, however, is sufficiently correct 
to answer all practical purposes, where the majority of the charges 
are fixed. 


Previous Periods.—This method differs from the previous method 
in that no estimate is made of the expense that will occur but the 
actual expenses of the preceding periods, that is, an average number 
of cost periods, are distributed over the current period. The average 
of a number of periods is used to avoid a heavy expense for the cur- 
rent period on account of limited work in the preceding period, or a 
small expense on account of overtime. 


As previously mentioned in comparing the various methods of 
ascertaining or distributing costs, it is not advisable to set up any one 
method or plan as being preferable, because one may be more satis- 
factory under certain conditions than the other. It is, therefore, up to 
the accountant to decide which method will give the most correct 
result as applied to the business in question. 


I do not wish to convey the idea that the methods as outlined 
herein are the only systems to be employed, as there are many other 
arrangements in use, some of which are more accurate than others. 
My object in writing this thesis was rather to set before the reader 
in as brief and concise manner as possible the more important methods 
employed in ascertaining, applying and allocating the various com- 
ponent parts of the elements of cost accounting. If I have succeeded 
in doing this, I shall feel that my work is well done. 





FIRM NAME CHANGED 


The firm of Dunwoody, Nicholl & Company, chartered account- 
ants, Winnipeg, will in future be known as Dunwoody, Nicholl, Saul & 
Co. Thos. E. Saul, C.A., is secretary-treasurer of the Winnipeg Chap- 
ter of our Society. 
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Income Tax Assessment for Taxation 
Purposes 


By C. S. WALTERS, L.A., C.P.A., 
Commissioner of Income Tax, Dominion of Canada. 


(Before the Eighth Annual Convention of the Canadian Tax Conference 
held by the Citizens’ Research Institute of Canada, 
Toronto, November 7, 1930) 


N the year 1917, in common with other allied countries, Canada re- 

quired increased revenues. The then existing forms of taxation 
were inadequate to meet the pressing needs. New forms of taxes were 
devised and in the year 1917 Parliament passed an Act to authorize 
the levying of a war tax upon certain incomes. The Act is known as 
“The Income War Tax Act.” 


At that time Canada was meeting huge liabilities by way of loans. 
It was common knowledge that these loans must be repaid with inter- 
est by means of taxation. Various taxation schemes were resorted to, 
namely, The Business Profits War Tax Act; The Special War Revenue 
Act, which included taxes on steamship tickets, telegrams, railway 
tickets, taxes on the gross revenue of loan and trust companies, tax on 
cheques, notes and receipts; Sales Tax, etc. Most of these special 
taxes have since been discarded or greatly reduced and it is submitted 
that the Income War Tax Act has been retained the past thirteen years 
because the tax as a major measure is sound and should find, either in 
its present form or some modified form, a permanent place in our 
fiscal system. 


Substantial Collections at Minimum Cost 


It should be remembered that a scheme of taxation may be very 
attractive on paper but if the cost of collection absorbs a large portion 
of the revenue collected the scheme should be avoided as being 
unsound. 

The Income Tax returns to the public exchequer a large net por- 
tion of the Dominion revenue collected. This is shown by the fact that 
since it came into effect the taxpayers of Canada have contributed to 
the public revenue the sum of $680,000,000 at a collection cost of less 
than $24,000,000. 


In addition to this the same staff, at the same time, out of the 
same appropriation, has collected under the Business Profits War Tax 
Act the sum of $198,000,000. So that with an expenditure of less than 
$24,000,000 the Exchequer has been enriched to the extent of approx- 
imately $878,000,000. It has often been stated that the Income War 
Tax Act is an expensive means of raising revenue. The above is proof 
that the cost of collecting the Income Tax and the Business Profits 
Tax has never exceeded 354 %, and it is sumitted that such a percent- 
age does not form the basis of a well-founded objection to such 
scheme of taxation. 
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Compensatory Effect of Income Tax Among Other Taxes 


A tax is based upon the test of ability to pay should commend 
itself to the people of Canada. 

Ability to pay is evidenced first by having an income above certain 
basic living allowances or exemptions and second, by the increased mag- 
nitude of that income. Those who have only a living competance have 
no ability to pay and are exempt. $3,000 if married and $500 for each 
dependent child. This is the first class. Those who have a small in- 
come over the living competence pay a small tax. This is the second 
class. While those who have a substantial income, by reason of the 
increasing bracketed rates of taxation, are called upon by these in- 
creasing rates to pay according to their increased ability so to do. 
Incidentally, however, it should be remarked that there is a limit to 
the amount of tax that should be payable by the business men of 
Canada who know best how to invest their large incomes so that in 
the result they bring a greater benefit to Canada by their skill in 
handling their own revenues than if those revenues were turned over 
to the Crown by exorbitantly high rates of tax. High brackets of tax 
should not cut in upon this ability to invest for the benefit of Canada 
by following without reason the principle of ability to pay. The 
“enterprisers” of Canada broaden the business of Canada and thereby 
create new sources of revenue for the Crown and their enterprising as 
intimated should not be unduly curtailed. 


At the inception of the Act there were, as might have been ex- 
pected, some loop-holes. However, as time passed and the administra- 
tion acquired experience in the workings of the Act improvements 
were made, loop-holes were stopped, likewise many of the objectional 
features of the Act were done away with, so that to-day the Act 
appears to approximate the ordinary conception of the business man 
as to what is “income” and what portion thereof should be free of tax. 
The objectionable differences between a statutorily defined income and 
the business man’s conception of income have largely disappeared. 
They have been made to harmonize one with the other. 


There are those exponents of the Income War Tax Act as a means 
of raising revenue, proclaiming that it is the soundest tax that can be 
devised. Whether that be so or not, it is submitted that the tax is 
justified as being part of our taxation system. It should be remem- 
bered that there is not any one system of taxation which will ensure 
fiscal justice to all, expecially in a country such as Canada, which is a 
vast country, different parts of which have their peculiar economic 
problems, but the income tax taken in conjunction with other taxation 
systems such as Customs, Excise, Sales Tax, ete., operates as a com- 
pensatory measure, counter-balancing the burden imposed upon the 
consumer and particularly the consumer in the lower economic scale 
and rounding out our taxation system so that as nearly as possible 
taxation in Canada bears impartially upon all classes in proportion to 
their ability to pay. 


United States and Other Countries Adhere to Income Tax 
t is worthy of note that practically the same percentage of per- 
sons in Canada contribute to the Income Tax as do taxpayers of the 
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United States, namely 144%. In the United States the Income Tax 
system was first introduced about the time of the Civil War and was 
later found to be unconstitutional but so convinced were the people of 
the United States that the Income Tax was a fair and equitable means 
of raising revenue that they amended the Constitution, a very difficult 
thing to do inasmuch as it required the consent of three-fifths of the 
State Legislatures of the United States. This was obtained in 19138 
and so successful has been the income tax in the United States that in 
the year 1925 nearly 57% of the total federal revenue in the United 
States came from Income Tax collections. In the same year in Great 
Britain more than 50% of the total revenue was derived from Income 
Tax. In Canada less than 20% comes therefrom, so that Income Tax 
in Canada comparatively speaking is not a burdensome tax. 

It might further be stated that to-day Germany, France, Belgium, 
The Netherlands, Norway, Italy, Czecho-Slovakia, India, Japan, South 
Africa, Australia, United States, Jamaica, and other countries have 
adopted and retained the Income Tax as a means of raising revenue. 


The Aggregate Individual Effort vs. Government Spending 

Taxation has been defined as the “Compulsory exaction on the 
part of the State of a portion of the wealth of the individual for public 
purposes.” The effect, therefore, of this compulsory exaction of a 
part of the wealth of the individual is to reduce his power to spend, 
to save and to invest, but this reduced power, in whichever category 
it may fall, may not altogether result in a loss to the nation, because 
if the result of the collective spending by the nation is, as often 
happens, as advantageous as would be the sum of the individual spend- 
ing, then the nation is no poorer. 

Is it not a fact that the affairs of government are ever approxi- 
mating more and more that business efficiency attributed to well con- 
ducted organizations? It is submitted that governments are becoming 
more efficient, more expert in their administration, legislation is re- 
flecting more and more measures that tend not only for better business 
by the servants of the people but better business methods being in- 
voked for the people. Then if this be so the monies extracted from 
the people will in all probability be spent more effectively within 
limits than would the same sum expended by the aggregate of indi- 
vidual effort. No sum of money makes a greater return to the individ- 
uals of the state than the monies necessarily, wisely, efficiently and 
well spent by any government. Through the medium of a well gov- 
erned state individual effort finds its greatest scope for expansion. 
Taxes make a well governed state possible. 

Tax-dodging is closely related to government efficiency. If the 
taxpayer believes his money to be squandered he will dodge the pay- 
ment. However, notwithstanding the contention one hears now and 
again that there are tax-dodgers in Canada, it is believed that there 
is less tax-dodging in Canada than in any other country in the world, 
which in turn reflects the opinion of the taxpayer as to how he con- 
siders his money spent. 


Effect on Capital 


Having in mind the fact that the effect of any tax is to diminish 
the saving, spending and investing power of the individual one might 
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come to the conclusion that the tax drives out capital. That the In- 
come Tax has not had the effect of driving capital out of the country 
is evidenced by the fact that in 1913 the foreign investments in 
Canada amounted to approximately $2,500,000,000, seventeen per cent 
of which was represented by United States investments. To-day it 
is estimated that foreign investments in Canada greatly exceed the 
sum of $6,000,000,000. It is believed that these figures will contra- 
dict the statement that the Income Tax makes it unattractive for the 
foreign investor to come to Canada. Indeed, it is positively asserted 
that the Income Tax Act, when compared with that of other coun- 
tries, is so constructed as to actually invite capital investments in 
Canada. Attention is called first to the fact that in Canada the cor- 
poration tax is only 8% of the profits after allowing a $2,000 exemp- 
tion, very reasonable allowances are made for depreciation and de- 
pletion, repairs, maintenance, etc. Second, the dividends paid by 
Canadian corporations to non-resident shareholders are exempt from 
tax. Interest on loans, including bond interest paid to persons abroad, 
is exempt from Canadian Income Tax. As a result foreign investors 
are continually looking to Canada because of her stable Government, 
her wealth of natural resources and her moderate taxation laws, and 
in particular the exemption of the interest and dividends of foreign 
Investors. 
Secrecy Maintained 


One of the criticisms made with respect of Income Tax is that 
the Department enquires into the privacy of the individual, and that 
is something which should be sacred. Be assured there is no cause for 
complaint in that respect at all, because every official taken on the 
strength of the Department is sworn to secrecy and the Act provides 
heavy penalties for anyone who divulges information of the private 
affairs of any taxpayer. If a taxpayer asked to see his wife’s return 
his request would be refused, indeed he would not even be informed as 
to whether his wife had made a return. Not only is there this privacy, 
but should a taxpayer feel so inclined he can request that his return 
be lodged in some other district than that in which he resides. If he 
is not satisfied with the assessment he can appeal and have his appeal 
heard in camera and the decision of the Exchequer Court need not 
even be reported in the Law Reports. Everything possible is done to 
respect the confidence that the taxpayer places in the Department, 
and it is believed that every taxpayer in this country has confidence 
in the Department. 


Uniformity and Universality—Administrative 
Two cardinal principles inherent in any tax measure should be 
uniformity and universality. These can best be obtained by vesting 
authority in a central body having jurisdiction that extends equally in 
force and effect to and upon all persons residing or carrying on busi- 
ness within the territorial limits to which the Act applies. 


Dominion wide jurisdiction enables the Department to obtain in- 
formation from every possible source within the Dominion as to the 
income of each taxpayer, to a degree that is not open to the munici- 
pality or the province. A resident of Nova Scotia might have a 
dividend or interest income arising in British Columbia, yet Nova 
Scotia would have no authority to investigate the source of this 
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revenue. If the resident were to house his revenue in British Col- 
umbia neither the source of the revenue nor the charges that may be 
made against it could be investigated by Nova Scotia. This equally 
applies to the business carried on in British Columbia by the resident 
of Nova Scotia. In short, the Dominion has power to go to the source 
of revenue for investigation purposes, which power is denied the 
provinces. The Dominion can demand information from British Col- 
umbia in such circumstances in order to check a return and tax from 
the resident in Nova Scotia. Thus the incidence of the tax can be 
made to bear more uniformly. However, the Dominion is, of course, 
limited from getting information at the source on respect of income 
arising outside of Canada but there is this difference, the provinces 
are under one federal jurisdiction which makes possible the unifor- 
mity and universality above referred to throughout the Dominion 
which is impossible as between the Dominion of Canada and foreign 
countries. Therefore the uniformity referred to is obtainable by a 
Dominion measure so far as legal authority can make it possible in 
a federated state. 
Interpretative 


The interpretative law relating to Income Tax as well as the law 
relating to administration should also be uniform and the founda- 
tion for uniformity in this regard was laid years ago in England at 
the time the King established the Exchequer Court for considering 
claims by and against the Crown. The Exchequer Court in Canada 
twice yearly moves across the length and breadth of Canada, and all 
appeals that arise under the Dominion law are interpreted by this 
central Court, thus precluding cases of a similar character receiving 
different interpretations by different courts in different parts of 
Canada. The Exchequer Court travels at its own expense as a gov- 
ernment body, and the costs of appearing before this court are at a 
minimum. The Income Tax Act as a precautionary measure against 
frivolous appeals requires that $400.00 security be lodged with the 
Crown. This can be supplied through a bond, which would be an 
actual outlay of possibly $5.00, or the deposit of $400.00 with the 
Crown, which would be a cost of the loss of interest on the money 
during the currency of the appeal, which would be a small amount. 
At the conclusion of the appeal for either side there is payable the 
fees as prescribed by the Exchequer Court under its block tariff, which 
is very low. 

Remembering that every appeal determined, not only determines 
the immediate case under consideration but establishes a ruling for 
all taxpayers under similar circumstances, it is submitted that these 
important decisions are obtained from a Court of high standing, the 
decisions of which command the highest respect throughout the land 
at a minimum of cost. The prestige of an Act is not enhanced by 
various unimportant bodies in various parts of Canada giving con- 
flicting decisions or decisions that in many respects are at variance 
one with the other. Decisions that determine not only present rights 
but as well future rights should be uttered by a body having recog- 
nized ability and universal jurisdiction. 

On the whole, the “Income” taxable, the allowances afforded, the 
rates of tax applicable, the times of filing returns and of making pay- 
ments, the rulings of the Department, the decisions of the Courts, all 
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emanating from central authority, apply equally throughout Canada 
irrespective of how an individual or a business may move in Canada 
from one province to the other or if the business is carried on at the 
same time in several provinces. 
Payment Period 

The bulk of the Income Tax revenue comes into the exchequer 
about the same time during each year. The Government can depend 
upon receiving from 75% to 85% of the total year’s revenue from 
income tax collections within a period of one month. The statistics 
of the Department show that during the first thirty-one days after 
the returns are due, that is to say, April 30th to May 31st, the pro- 
portion of Income Tax collected for the period as compared with the 
total year was as follows: 


Pisce: VOR: 19 T1 OFS is ccciceaecdzcesuccssdevecsaces 71 per cent 
Piseal year: 1928-1929 ..cccciiesiacsvcisccesecastazes 78 per cent 
Fiscal year 1929-1930 ............csccssssssesssscsese 80 per cent 


Reciprocal Exemption on Income Tax Between Countries 

As stated above Income Tax is in force in nearly every civilized 
country of any magnitude in the world, and this fact gave rise to the 
question of double taxation, first, where the source of income was in 
one country and the taxpayer was resident in another, and second, 
where the business was carried on partly in one country and partly 
in another, such as would be the case in companies operating ships. 

As to the first consideration, the Canadian law being generous 
within the British Empire provides that any person resident in 
Canada who paid a tax to Great Britain or any of its self-governing 
colonies or dependencies on income arising therein might deduct from 
the Canadian tax payable in respect of the same income such taxes 
to the extent that they equal the Canadian tax on such income. How- 
ever, as to foreign countries a like deduction from Canadian Tax pay- 
able was provided for, provided the foreign country allows a similar 
credit to persons in receipt of income derived from sources within 
Canada. Reciprocity in this respect has been established with the 
following countries: United States, France, Mexico, Cuba, the Nether- 
lands, Porto Rico, Columbia, South America, and other countries. 
This would also apply as to business activities partly carried on in 
any one of these countries and partly carried on in Canada. 

As to the business of operating ships, it will be readily appre- 
ciated that the very nature of such business requires ships to call at 
various ports throughout the world and there conduct business, which 
it is anticipated would reflect a profit. Shipping companies found it 
quite impossible to meet the various tax demands of all the countries 
at which they called. This required special attention and the Income 
Tax Act was amended so that agreements might be entered into with 
any country that so desired whereby each country would tax the 
earnings derived from the operation of ships registered in their own 
country and exempt the earnings of ships of the other contracting 
country in respect of the business done in Canada. In short, each 
country to tax its own ships on their total business. Agreements in 
this regard have been entered into between Canada and the following 
countries: Denmark, Germany, Great Britain and Northern Ireland, 
Greece, Japan and Netherlands, Norway, Sweden and the United 
States. 
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The reciprocity above referred to has removed what was for a 
time a world-wide objection to the imposition of Income Tax wherein 
each country sought the maximum tax available irrespective of what 
other countries may have been doing in respect of like profits arising 
in the same period. 


It is hardly likely that foreign countries would enter into such 
reciprocal relations with provinces or municipalities that might im- 
pose taxes on the business arising within their jurisdiction of foreign 
persons or companies there operating. Indeed the United States has 
specifically refused so to do. 


Conclusion 
Within the past year economic conditions throughout the world 
have so conditioned themselves that it becomes increasingly apparent 
that the opening remarks of this paper might again be repeated. That 
is to say: 
“In the year 1930, in common with other nations throughout the 
world, Canada requires increased revenues.” 


This is occasioned by the additional burdens arising out of the 
present economic disorder demanding capital expenditures to relieve 
the distress caused by unemployment and capital expenditures in 
other directions. It is therefore an opportune time for Canadians to 
study various schemes of taxation with a view to adjusting the burden 
where it can best be borne and imposing taxes which would be least 
harmful to the economic expansion and advancement of Canada. 





NEW MEMBERS 





The following are new members of the Society: 


Toronto Chapter 


Ainsworth, F. W., DeForest Radio Corp., Ltd., Toronto. 
Fleming, J. D., DeForest Radio Corp., Ltd., Toronto. 
Wallace, G. G., DeForest Radio Corp., Ltd., Toronto. 
Wren, W., DeForest Radio Corp., Ltd., Toronto. 


Montreal Chapter 
Farquharson, S., Farquharson & Associates, Montreal. 


Hamilton Chapter 
Goudey, J. E., Canadian Cottons, Ltd., Hamilton. 


Central Ontario Chapter 


Conner, R., DeLuxe Upholstering Co., Ltd., Kitchener. 
Good, G. R., Kaufman Rubber Co., Ltd., Kitchener. 
Knechtel, C. E., LaFrance Plushes, Ltd., Woodstock. 
Weber, I. K., Kaufman Rubber Co., Ltd., Kitchener. 


Vancouver Chapter 
Harper, G. B., B. C. Lithographing & Printing, Ltd., Vancouver. 


60 


CHAPTER NOTES 


CHAPTER NOTES 





MONTREAL 
H. W. Blunt, C.A., Secretary 


Nearly a hundred members and friends of Montreal Chapter had 
the privilege and pleasure of hearing two excellent addresses at the 
meeting held in the McGill Engineering Building on Thursday even- 
ing, November 20th. These were delivered by Rielle Thomson, 
advertising manager of Beauharnois Power Corporation, and Harry 
F. Wilson, of Wilson and Fessenden, production engineers of Kitchener, 
Ontario. Mr. G. T. Bowden, able chairman of the chapter, presided at 
the meeting. 

In his address on “The Beauharnois Development” Mr. Thomson 
visualized industrial strides in the upper St. Lawrence basin area 
comparable with those in the main industrial areas in the United 
States and Europe. He then discussed the work carried on by the 
Beauharnois development, classifying his subject under two divisions, 
namely, its navigational and industrial aspects. 

This development must aid navigation, he declared, as the channel 
between lake St. Francis and Lake St. Louis would permit the passage 
of ocean going vessels, and the Government would be at liberty to 
instal two canal locks if it so desired. With a deeper St. Lawrence 
waterway, many advantages of inestimable value would accrue to the 
port of Montreal. Among those he emphasized were increased Amer- 
ican trade through this port by the passage of upper lake freighters 
and subsequent shipment of their cargoes to seaboard points, and the 
less tangible benefits resulting from increasing the westerly limits of 
Nova Scotia coal. 

Besides from an industrial standpoint, Mr. Thomson declared, the 
upper St. Lawrence basin area was ideal for the location of new in- 
dustries. For here could be found in abundance low cost continuous 
power at seaboard, coupled with satisfactory labour conditions and 
low cost transportation. 

After hearing something of the greatest single power develop- 
ment in the world, Montreal Chapter had the pleasure of seeing two 
excellent reels of Beauharnois movies. These Mr. Thomson made most 
interesting with explanatory remarks delivered in his own inimitable 
manner, and interspersed with occasional pleasantries concerning 
“Scotch Presbyterians” and “American tourists.” 

The sooner business executives realized that successful manage- 
ment depended upon knowledge of intimate details and the application 
of a system of control, the sooner returns would be based not upon 
hope but upon actualities. This was the message Mr. Wilson brought 
to his listeners in his address, “The Scope of Industrial Engineering 
in Industry.” 
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In his introductory remarks he proceeded to enumerate the many 
pitfalls that lay in the path of reduced overhead and increased pro- 
duction, without the sacrifice of quality. To attain his objective the 
watchword of the industrial engineer must be “Why.” For his duty 
is to stimulate maximum output, stabilize labour costs, increase sales, 
pay attractive wages to skilled labour and still procure quality pro- 
duction at aggregate low cost. 

He must first make an intensive study of the materials used in 
production for the purpose of controlling costs. He must have an 
understanding of the equipment employed, and the relativity of the 
producing units. And then, by observing the flow of products from 
the different units to the assembly lines, he should seek to avoid high 
cost production schedules and incidentally, inventories. 

With the conclusion of Mr. Wilson’s address came at last a satis- 
factory answer to that question which had previously proved em- 
barrassing, “What is an Industrial Engineer?” And the answer, for 
the benefit of the absent members at this meeting, is simply this: 
“The most indispensable unit in the factory organization.” Indeed it 
was agreed that his services were equally as valuable as those of the 
Cost Accountant to industry. 

A hearty vote of thanks, endorsed by all present, was moved to 
Mr. Thomson by Mr. G. C. Leroux, and to Mr. Wilson by Mr. R. W. 
Louthood, for their most interesting and instructive addresses. 





HAMILTON 





A. E. Keen, C.A., Secretary-Treasurer 


The programme of the Hamilton Chapter, as originally scheduled, 
has been duly carried out to date with the exception of one meeting. 

On November 5th, 1930, Mr. R. W. Doering, of Frost Steel & Wire 
Company, Limited, contributed a paper, “Welfare of Personnel in 
Industry.” This subject was very adequately covered by Mr. Doering 
and a very instructive discussion ensued. 

On November 19th, 1930, we were to have had the pleasure of 
hearing Mr. H. E. Guilfoyle, F.C.A., but as he was taken ill two days 
before the date of the meeting he was not able to be with us. We are 
looking forward to hearing Mr. Guilfoyle on some future date. 

Mr. R. K. Williams, of the Sherman Corporation of Canada, 
Limited, gave us a very interesting paper at our December 3rd, 1930, 
meeting, on the subject of “Wage Incentive.” Mr. Williams had with 
him for the occasion Mr. Hull, President of the Sherman Corporation, 
and these two gentlemen answered very ably a great many questions. 
A very interesting discussion took place. 

On December 17th, 1930, Mr. H. S. Jenson, of Proctor & Gamble 
Company, Limited, presented to us new and unusual aspects of in- 
ventory control. 

On January 14th, 1931, one of the members of the Hamilton 
Chapter read a paper prepared by Mr. J. E. Goudey, of Canadian 
Cottons, Limited, on “Industrial Engineering and Its Relation to 
Standard Costs.” Mr. Goudey was not able to be present. 
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CENTRAL ONTARIO 
C. J. Heimrich, L.A., Secretary-Treasurer 


Our December meeting was held on Thursday, December 11th, at 
the offices of Cluett, Peabody & Co. of Canada, Limited. The pro- 
gramme took the form of a general discussion by the members on the 
subject of Inventory Control, which subject was opened in a short talk 
by Mr. C. C. Hemmerich of the Cluett, Peabody Co., who was present 
as a guest. 


Mr. Hemmerich outlined measures being taken by his company 
to insure effective control of raw material, process and finished inven- 
tories, and was able to show clearly the advantages of such a control 
in keeping the investment in inventories to a minimum, without sacri- 
ficing prompt service to the retail dealer in the matter of delivery of 
orders. The prerequisites to an effective plan of control, such as sales 
and production budgets and the various steps from the purchase of 
the raw materials to the finished state, and the factors governing each 
stage of production were clearly defined, as well as the importance of 
the proper control of each. 


Following the talk by Mr. Hemmerich, the secretary gave a short 
description on the manner in which the general accounting ties up 
monthly with production and production control. Considerable discus- 
sion followed of both an affirmative and negative nature, with some 
stoutly maintaining that the nature of their business would not lend 
itself to inventory control. This failed to convince the apostles of such 
a system and made our minds revert to the topic of Mr. H. F. Wilson’s 
address last fall on “My Business is Different.” Is it? Is not any 
measure which will conserve capital worth while and does it need any 
further recommendation? 


At the conclusion of the discussion, a vote of thanks was passed 
to Mr. Hemmerich for his talk and to the Cluett, Peabody Co. for the 
use of their offices. 


The turnout was rather small, only eleven being present, which 
number included one guest. 





DOMINION ASSOCIATION OF CHARTERED 
ACCOUNTANTS 


The Dominion Association of Chartered Accountants has ap- 
pointed A. H. Carr, C.A., M.A., as its secretary-treasurer. Mr. Carr 
was born in Summerside, P.E.I., educated in Prince Edward Island 
schools, the University of Alberta, and Queen’s University, Kingston. 
He was engaged in educational work in Alberta for some years, and 
from 1922 up to the present he was director of the Department of 
Extension of Queen’s University. 
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COST LITERATURE 


RECEIVED IN JANUARY 

LOTHING Company Head Describes Accounting Procedure. J. 

G. Hickey. American Accountant, January, 1931. 

Accountants Show Lively Interest in Eliminating Waste from 
Industry. G. A. Cooper. American Accountant, January, 1931. 

Cost Accounting. H. L. Batten, F.C.A.A. Accountants’ Journal, 
December 20, 1930. 

Place of the Budget in Industry. T. B. Fordham. Certified Pub- 
lic Accountant, January, 1931. 

Fundamentals of Cost Accounting. F. B. Sellars, F.C.W.A. The 
Accountant, 20th December, 1930. 

Cost Accounting as an Aid to Management in the Bituminous Coal 
Mining Industry. M. R. Dayton. National Association of Cost Ac- 
countants Bulletin, January 15, 1931. 

Cost Accounting in Tire Production. A. C. Litchfield and C. M. 
Spining. National Association of Cost Accountants Bulletin, January 
15, 1931. 

Effect of Volume on Profits. F. Burns. National Association of 
Cost Accountants Bulletin, January 15, 1931. 

Problems of Personnel—Part IX. Accountants’ Journal, January. 
1931. 

Poverty and Riches of “Standard Costs.” J. Whitmore. Journal 
of Accountancy, January, 1931. 

Statistics and the Accountant. H. H. Wade. Journal of Account- 
ancy, January, 1931. 

Cost Accounts From the Professional Accountant’s Point of View. 
W. Annan, M.A., C.A., F.C.W.A. Cost Accountant, December, 1930. 





THE TREND OF PRODUCTION COSTS 


OMMODITY prices declined by an average of 2 per cent in De- 
cember. The Dominion Bureau of Statistics index number, which 

at the end of November was 79.8 per cent of 1926 price levels, was 
down to 77.8 per cent at the end of December. The main groups are 
as follows: Dec. Nov. Dec. 
1929 1930 1930 

Foods, beverages and tobacco 83.8 80.9 
CLE OP \OONMRIOTE OOS: isscisscdescsreresccsssesececsanssivrens 90.0 84.9 84.6 
All consumers’ goods 95.3 84.5 83.1 
Building and construction materials ...............ccee0e 97.9 85.7 85.0 
Manufacturers’ materials 95.5 68.4 65.7 
All producers’ materials 95.9 71.5 69.2 
Producers’ equipment 96.2 90.9 91.5 
etd SOE SODOGG cis sss canssicccscesvesstessoecstecansGearsaeens 95.9 73.4 71.6 
All commodities . 79.8 77.8 





